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Independent Auditor’s Report

To the Board of Road Commissioners
Berrien County Road Commission

We have audited the accompanying basic financial statements of Berrien County Road
Commission (a component unit of Berrien County, Michigan) (the “Road Commission”) as of
and for the year ended September 30, 2006, as listed in the table of contents. These basic
financial statements are the responsibility of the Road Commission’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the financial position of Berrien County Road Commission at September 30, 2006 and
the results of its operations for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

The management’s discussion and analysis and the required supplemental information presented
on page 23 are not required parts of the basic financial statements, but are supplemental
information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management, regarding the
methods of measurement and presentation of the supplemental information. However, we did
not audit the information and express no opinion on it.

Our audit was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The other supplemental information listed in the table of contents is
presented for the purpose of additional analysis and is not a required part of the basic financial
statements of Berrien County Road Commission. This information has been subjected to the
procedures applied in the audit of the basic financial statements, and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

A member of

A association of accounting firms




To the Board of Road Commissioners
Berrien County Road Commission

As described in Note ||, the Road Commission has implemented the retroactive reporting of
infrastructure, required by GASB No. 34, Basic Financial Statements - and Management’s

Discussion and Analysis - for State and Local Governments, and related statements, as of October
I, 2005.

As described in Note 9, the Road Commission has implemented GASB No. 45, Accounting and
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions, as of

September 30, 2006.
7424&/ f M, PLLL

December 15, 2006
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Management’s Discussion and Analysis

This section of Berrien County Road Commission’s (the “Road Commission”) annual financial
report presents our discussion and analysis of the Road Commission’s financial performance
during the fiscal year ended September 30, 2006. Please read it in conjunction with the Road
Commission’s financial statements, which follow this section.

Financial Highlights

e The Road Commission’s total net assets increased by approximately $1.3 million.

e Total revenue sources for the year of $15.1 million exceeded expenditures of $13.9 million
by $1.2 million before the inclusion of the contribution of infrastructure.

e $6.9 million was invested in capital assets during the year.

e Retroactive reporting of infrastructure, required by GASB 34, has been implemented as of
October |, 2005.

e The obligation for postemployment benefits has been reflected using the alternative
measurement method permitted by GASB Statement No. 45 for employers with fewer than
100 plan members.

Overview of the Financial Statements

This annual report consists of a series of financial statements. The governmental fund balance
sheet/statement of net assets presents all governmental activities of the Road Commission,
presented first by fund on a modified accrual basis and then in total on a full accrual basis. The
modified accrual fund-based column presents a short-term view of the Road Commission; it tells
us how much is available for future spending. The total full accrual column is intended to present
a longer-term view and tells us whether taxpayers have funded the full cost of providing services
to date.

The statement of governmental fund revenues, expenditures, and changes in fund balance/
statement of activities also presents all governmental activities of the Road Commission,
presented first by fund on a modified accrual basis and then in total on a full accrual basis. The
modified accrual fund-based column tells us how the taxpayers’ money was spent during the
year, while the total full accrual column tells us the cost of providing services this year, as well as
whether taxpayers paid the full cost of providing services this year.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of
required supplemental information that further explains and supports the information in the
financial statements. In addition to these required elements, we have included a section with
more detail regarding revenue, expenditures, and changes in fund balances.
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Management’s Discussion and Analysis (Continued)

Financial Analysis of the Road Commission as a Whole
Net Assets - The Road Commission’s net assets increased during 2006 by $1.3 million, ending
the year at $83.9 million. The table below shows the composition of the Road Commission’s

net assets at September 30, 2006, 2005, and 2004.

Governmental Activities

2006 2005 2004
Assets
Current and other assets $ 8444524 $ 9405640 $ 8,318,646
Capital assets 79,731,840 78,254,300 77,994,540
Total assets 88,176,364 87,659,940 86,313,186
Liabilities
Long-term liabilities outstanding 2,291,031 2,900,017 3,365,792
Other liabilities 1,927,320 2,078,464 1,465,551
Total liabilities 4,218,351 4,978,481 4,831,343
Net Assets
Invested in capital assets - Net of related 76,922,040 74,778,725 74,135,367
debt
Restricted for debt service 194,611 226,062 282,666
Unrestricted 6,841,362 7,676,672 7,063,810
Total net assets $ 83,958,013 $ 82,681,459 $ 81,481,843

Changes in Net Assets - The Road Commission’s change in net assets was due primarily to the
capitalization of current year infrastructure expenditures included in capital assets.
Infrastructure consists of constructing or reconstructing roads, bridges, and intersections. Other
changes include various revenue sources and expense categories as shown on the next page.

The Michigan Transportation Fund revenue is a statutory formula that is structured to share
various fuel tax and license fees collected by the State of Michigan with cities, Road
Commissions, and the Michigan Department of Transportation. This revenue item is the
primary source of revenue for the Road Commission. For 2006, there was a $60,000 decrease
in Michigan Transportation Funds receipts, a decrease of $700,000 in federal and state aid, and a
$400,000 decrease in revenue from local governments. Other revenue decreased $500,000 due
to reduced revenue received from the State for nonmaintenance projects.
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Management’s Discussion and Analysis (Continued)

Expenditures were $1.7 million below 2005. The decrease in expenses is attributed to reduced
maintenance and federally funded road projects due to less revenue received from state, federal,
and local sources to fund these projects. The remainder of the decrease was attributed to the
prior year write-off adjustment for sealcoat projects.

Governmental Activities

2006 2005 2004
Revenue
State aid - Act 51 $ 10,791,321 $ 10,856,585 $ 11,240,169
Federal/State sources 1,891,407 2,581,289 2,301,039
Revenue from local governments 2,001,984 2,386,273 2,527,625
Other 499,757 1,043,543 220,575
Total revenue 15,184,469 16,867,690 16,289,408
Expenses
Maintenance 7,545,698 8,629,343 6,584,130
Administrative 1,162,287 1,031,803 971,101
Depreciation 5,400,204 5,313,748 5,492,556
Loss on disposal of assets - 870,408 -
Interest and other (200,274) (177,228) (282,530)
Total expenses 13,907,915 15,668,074 12,765,257
Change in Net Assets $ 1,276,554 $ 1,199,616 $ 3,524,151

Financial Analysis of Commission’s Funds
y

The Road Fund fund balance ended the year at $6 million, which is $440,000 less than the
previous year. Portions of this balance are reserved for anticipated needs in the near future.
The total reserved fund balance is $408,000. The remaining unreserved fund balance is
$5.6 million.

Road Fund Budgetary Highlights

The Road Commission amended its 2006 budget on one occasion during the year to reflect
changes in budgeted projects and activities. The final expenditure budget was $2.1 million lower
than the original budget. This was primarily a result of the increase in state nonmaintenance
activity this year. This resulted in an increase in state nonmaintenance revenue of $0.8 million
offset by a reduction in revenue from federal and state aid sources.
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Management’s Discussion and Analysis (Continued)

Capital Assets

The Road Commission had $79.7 million in net capital assets at the end of the year, which
includes $76.5 million of infrastructure activities. The Road Commission implemented
retroactive reporting of infrastructure activities back to 1980 as of October |, 2005.

Economic Factors and Next Year’s Budget

The Michigan Transportation Fund (MTF), the repository of fuel taxes and vehicle registration
fees collected by the State, is the principal source of Road Commission funding. Based on the
last 12-month MTF revenue collection report by the Department of Treasury, MTF is down
from the previous year, which resulted in a reduction of $100,000 to the Road Commission in
fiscal year 2006.

Considering high fuel prices, the Road Commission’s management believes that fuel
consumption will not increase in the near future, which means the Road Commission’s revenues
will not increase. This will result in fewer road construction projects for 2007 due to the higher
road material costs and employee benefit costs that will not be offset by any additional revenue
to cover the increases.

World political conditions may affect crude oil prices which may affect the Road Commission’s
costs of fuel for operations and asphalt paving prices. A significant cost increase in these
commodities may result in workload adjustments and project deferrals.

Contacting the Road Commission’s Financial Management

This financial report is designed to provide a general overview of the Road Commission’s
finances and accountability of the public trust. Questions regarding any of the information
provided in this report or requests for additional information should be addressed to the
director of finance, Berrien County Road Commission, P.O. Box 768, Benton Harbor, MI
49023-0768 or visit our webpage at: www.roadcommission.com.
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Governmental Fund Balance Sheet/Statement of Net Assets
September 30, 2006

Governmental  Adjustments Statement of

Fund - Road Fund (Note 2) Net Assets
Assets
Cash and investments (Note 3) $ 4,039,980 $ - $ 4,039,980
Restricted cash - Debt service (Note 3) 194,611 - 194,611
Due from other government units 2,564,900 - 2,564,900
Special assessment receivable 250,026 - 250,026
Inventory 889,844 - 889,844
Prepaid expenses 213,536 - 213,536
Deferred expense 291,627 - 291,627
Capital assets - Net (Note 4):
Assets being depreciated - 66,748,425 66,748,425
Assets not being depreciated - 12,983,415 12,983,415
Total assets $ 8,444,524 79,731,840 88,176,364
Liabilities and Fund Balances
Liabilities
Accounts payable and accrued liabilities 709,273 - 709,273
Advances 541,047 - 541,047
Deferred revenue (Note 5) 1,133,707 (1,133,707) -
Escrow 2,000 - 2,000
Long-term obligation for retiree health care
benefits (Note 9) - 66,014 66,014
Long-term debt, due within one year (Note 7) - 675,000 675,000
Long-term debt, due in more than one year (Note 7) - 2,134,800 2,134,800
Compensated absences (Note 6) - 90,217 90,217
Total liabilities 2,386,027 1,832,324 4,218,351
Fund Balances
Reserved for debt service 194,611 (194,611) -
Reserved for prepaid expenses 213,536 (213,536) -
Unreserved 5,650,350 (5,650,350) -
Total fund balances 6,058,497 (6,058,497) -
Total liabilities and fund balances $ 8,444,524
Net Assets
Investments in capital assets - Net of related debt 76,922,040 76,922,040
Restricted for debt service 194,611 194,611
Unrestricted 6,841,362 6,841,362
Total net assets $83,958,013 $ 83,958,013
The Notes to Financial Statements are an 7

Integral Part of this Statement.
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Statement of Governmental Revenues, Expenditures, and
Changes in Fund Balance/Statement of Activities
Year Ended September 30, 2006

Revenue
State aid - Act 51
Federal/State sources
Revenue from local governments
Special assessments
Contribution of infrastructure
Interest, fees, and other revenue

Total revenue

Expenditures
Current:

Primary heavy maintenance
Primary heavy maintenance - Safety
Primary heavy maintenance - Bridges
Local heavy maintenance
Local heavy maintenance - Safety
Local heavy maintenance - Bridges
Primary maintenance
Local maintenance
State maintenance
State nonmaintenance
County drain assessments
Administrative
Net capital outlay

Less equipment rental charged to other expenditures

Depreciation expense
Debt service:

Principal retirement

Interest/Fees

Total expenditures

Excess of Revenue Over (Under) Expenditures

Other Financing Sources - Proceeds from sale of assets

Change in Fund Balance/Net Assets

Fund Balance/Net Assets - Beginning of year, as restated

(Note 1 1)

Fund Balance/Net Assets - End of year

The Notes to Financial Statements are an
Integral Part of this Statement.

Governmental
Fund - Road Adjustments  Statement of
Fund (Note 2) Net Assets
$ 10,791,321 $ - $ 10,791,321
2,121,467 (230,060) 1,891,407
1,355,940 - 1,355,940
128,401 (128,401) -
- 646,044 646,044
454,393 45,364 499,757
14,851,522 332,947 15,184,469
4,012,050 (4,012,050) -
9,510 (9,510) -
2,898 (2,898) -
1,086,357 (1,086,357) -
2,757 (2,757) -
271,540 (271,540) -
3,478,371 31,995 3,510,366
3,802,711 34,019 3,836,730
42,182 - 42,182
135,014 - 135,014
21,406 - 21,406
1,196,587 (34,300) 1,162,287
(83,098) 83,098 -
602,486 (901,685) (299,199)
- 5,400,204 5,400,204
665,775 (665,775) -
98,925 - 98,925
15,345,471 (1,437,556) 13,907,915
(493,949) 1,770,503 1,276,554
51,663 (51,663) -
(442,286) 1,718,840 1,276,554
6,500,783 76,180,676 82,681,459

$ 6,058,497 $77,899,516 $ 83,958,013




Berrien County Road Commission

Notes to Financial Statements
September 30, 2006

Note | - Significant Accounting Policies

Berrien County Road Commission (a component unit of Berrien County, Michigan)
(the “Road Commission”) is a governmental agency responsible for the maintenance
and construction of the county road system in Berrien County. The Road
Commission’s financial statements will be included in the basic financial statements
of the County of Berrien, Michigan.

The accounting policies of the Road Commission conform to accounting principles
generally accepted in the United States of America as applicable to governmental
units. The following is a summary of the significant accounting policies:

Basic Financial Statements - Government-wide and Fund Financial
Statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the activities of the Road
Commission. The Road Commission consists solely of government-type activities;
no business-type activities exist.

The fund financial statements are provided for governmental funds and have been
separately stated in conjunction with the government-wide financial statements.

Major individual governmental funds are reported as separate columns in the fund
financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenue is
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenue is recognized as soon as it is both measurable and available. Revenue is
considered to be available if it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Road
Commission considers revenue to be available if it is collected within 60 days of the
end of the current fiscal period. Revenue related to construction projects and
inspection work orders is recognized when the related costs are incurred, subject to
the availability criterion. Other revenue is recorded when received.

9
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Notes to Financial Statements
September 30, 2006

Note | - Significant Accounting Policies (Continued)

Expenditures are generally recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment
is due.

Noncurrent receivables, such as special assessments, are recorded at full value and
deferred revenue is recorded for the portion not available for use to finance
operations as of year end.

Interest earned on investments is recorded on the accrual basis. Interest revenue on
special assessment receivables is not accrued until its due date.

Cash and Investments - Cash and cash equivalents are considered to be cash on
hand, demand deposits, and short-term investments with a maturity of three months
or less when acquired. Investments are reported at fair value, based on quoted
market prices.

Inventory and Prepaid Items - Inventory, principally consisting of road material,
salt, signs, and equipment maintenance materials, is valued at average cost.
Inventories of governmental funds are recorded as expenditures when consumed
rather than when purchased. Certain payments to vendors reflect costs applicable
to future fiscal years and are recorded as prepaid items in both government-wide
and fund financial statements.

Capital Assets - Capital assets, which include property, plant, equipment, and
infrastructure assets (e.g., roads, bridges, culverts, and similar items), are reported in
the government-wide financial statements. Capital assets are defined by the Road
Commission as assets with an initial individual cost of more than $1,000 and an
estimated useful life of three years or more. Such assets are recorded at historical
cost or estimated historical cost if purchased or constructed. Donated capital assets
are valued at estimated fair market value at the date of donation.
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Notes to Financial Statements
September 30, 2006

Note | - Significant Accounting Policies (Continued)

Capital assets are depreciated using the straight-line, units of production, or sum of
years - digits methods over the following useful lives:

Useful Lives -

Methods Years
Buildings Straight-line 40
Salt storage bins Units of production Various
Road equipment Sum of years - Digits 5-8
Other equipment Straight-line 10-20
Roads Straight-line 5-30
Other infrastructure Straight-line 12-50
Compensated Absences (Vacation and Sick Leave) - It is the Road

Commission’s policy to allow employees to accumulate earned but unused vacation
pay benefits. All vacation pay is accrued when incurred in the government-wide
financial statements. A liability for these amounts is reported in the governmental
fund only for employee terminations as of year end. The Road Commission does
not accrue for unused sick pay benefits.

Long-term Obligations - Long-term debt and other long-term obligations are
reported as liabilities in the government-wide financial statement column. Bond
premiums and discounts, as well as issuance costs, are deferred and amortized over
the life of the bonds using the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond issuance costs are
reported as deferred charges and amortized over the term of the related debt. As
permitted by GASB No. 34, the Road Commission has elected to apply the
provisions related to bond premiums, discounts, and issuance costs on a prospective
basis.

In fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face
amount of the debt issued is reported as other financing sources. Premiums
received on debt issuances are reported as other financing sources while discounts
are reported as other financing uses. Issuance costs are reported as debt service
expenditures.

Other accounting policies are disclosed in the following notes to the financial
statements.
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Notes to Financial Statements
September 30, 2006

Note 2 - Reconciliation of Government-wide and Fund Financial
Statements

Amounts reported in the government-wide financial statement column are different
from amounts reported in the governmental fund column because of the following:

Governmental fund - Fund balance $ 6,058,497

Capital assets used in governmental activities are not financial
resources and are not reported in the fund 79,731,840

Special assessment receivables and due from federal government
not collected are not available to pay for current year

expenditures within 60 days of year end 1,133,707

Long-term liabilities are not due and payable in the current period

and are not reported in the funds (2,809,800)
Long-term postretirement benefit obligations are not due and

payable in the current period and are not reported in the funds (66,014)
Compensated absences are not reported in the funds (90,217)
Total government-wide net assets $ 83,958,013
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Notes to Financial Statements
September 30, 2006

Note 2 - Reconciliation of Government-wide and Fund Financial
Statements (Continued)

Net change in fund balance - Total governmental fund $ (442,286)

The governmental fund reports capital outlay as expenditures; in the
statement of activities, these costs are allocated over their
estimated useful lives as depreciation:
Current year additions 6,238,001
Depreciation (5,400,204)

Contributions of infrastructure are recorded in the statement of
activities, but are not recorded in the governmental fund 646,044

In the statement of activities, only the loss on the sale of capital
assets is reported, whereas in the governmental fund, the
proceeds from the sale are reported. Therefore, the change in
net assets differs from the change in fund balance by the net book
value of the assets sold (6,301)

Repayment of debt principal is an expenditure in the governmental
funds, but not in the statement of activities (where it reduces long-
term debt) 665,775

In the governmental fund, special assessment and grant receipts not
collected within 60 days of year end are not available to pay for
current year expenditures; whereas in the statement of activities,
revenue is recognized when earned (358,461)

In the statement of activities, long-term postretirement benefit
obligations are reported as expense, but not in the governmental

fund (66,014)

Change in net assets of governmental activities $ 1,276,554



Berrien County Road Commission

Notes to Financial Statements
September 30, 2006

Note 3 - Deposits and Investments

Michigan Compiled Laws Section 129.91 (Public Act 20 of 1943, as amended)
authorizes local governmental units to make deposits and invest in the accounts of
federally insured banks, credit unions, and savings and loan associations that have
offices in Michigan. The local unit is allowed to invest in bonds, securities, and other
direct obligations of the United States or any agency or instrumentality of the United
States; repurchase agreements; bankers’ acceptances of United States banks;
commercial paper rated within the two highest classifications, which matures not
more than 270 days after the date of purchase; obligations of the State of Michigan
or its political subdivisions, which are rated as investment grade; and mutual funds
composed of investment vehicles that are legal for direct investment by local units of
government in Michigan.

The Road Commission has designated two banks for the deposit of its funds, in
addition to funds held by Berrien County. The Road Commission follows the
investment policy adopted by Berrien County. In accordance with Public Act 196 of
1997, the policy has authorized investment in bonds and securities and other
obligations of the United States government; bank accounts and certificates of
deposit; limited commercial paper, not to exceed 25 percent of any fund;
repurchase agreements limited to United States government investments; and
certain investment pools, excluding mutual funds. The Road Commission’s deposits
and investment policies are in accordance with statutory authority.

The Road Commission’s cash and investments are subject to several types of risk,
which are examined in more detail below:

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Road
Commission’s deposits may not be returned to it. The Road Commission does not
have a deposit policy for custodial credit risk. At year end, the Road Commission
had $303,937 of bank deposits (certificates of deposit, checking, and savings
accounts) that were uninsured and uncollateralized. The Road Commission believes
that due to the dollar amounts of cash deposits and the limits of FDIC insurance, it is
impractical to insure all deposits. As a result, the Road Commission evaluates each
financial institution with which it deposits funds and assesses the level of risk of each
institution; only those institutions with an acceptable estimated risk level are used as
depositories.
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Notes to Financial Statements
September 30, 2006

Note 3 - Deposits and Investments (Continued)

Interest Rate Risk

Interest rate risk is the risk that the value of investments will decrease as a result of a
rise in interest rates. The Road Commission’s investment policy does not restrict
investment maturities. At year end, the average maturities of investments are as
follows:

Weighted Average
Investment Fair Value Maturity
Federal Home Loan Bank $ 763,632 4.9 years
Fannie Mae pooled investments 1,636,654 15.3 years
Freddie Mac pooled investments 974,116 I'1.8 years
U.S. Treasury pooled investments 160,891 8.4 years
Ginnie Mae pooled investments 276,385 3.6 years

Concentration of Credit Risk

The Road Commission places no limit on the amount that may be invested in any
one issuer. More than 5 percent of the Road Commission’s investments are in the
following investments:

Investment Percent
Fannie Mae pooled investments 42.94%
Freddie Mac pooled investments 25.56%
Federal Home Loan Bank pooled investments 20.03%
Ginnie Mae pooled investments 7.25%
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Notes to Financial Statements
September 30, 2006

Note 4 - Capital Assets

Capital asset activity for the current year was as follows:

Beginning
Balance Ending
(as Adjusted) Increases Decreases Balance
Governmental Activities
Capital assets not being depreciated -
Land and land improvements $12,308,643 $ 674,772 $ - $ 12,983,415
Capital assets being depreciated:
Buildings and storage bins 2,097,961 - - 2,097,961
Road equipment 10,249,774 830,007 291,152 10,788,629
Other equipment 1,012,696 22,884 25,271 1,010,309
Infrastructure 119,858,085 5,356,382 - 125,214,467
Subtotal 133,218,516 6,209,273 316,423 139,111,366
Less accumulated depreciation:
Buildings and storage bins 1,463,781 67,532 - 1,531,313
Road equipment 8,174,342 824916 290,751 8,708,507
Other equipment 683,993 43,655 19,371 708,277
Infrastructure 56,950,743 4,464,101 - 61,414,844
Subtotal 67,272,859 5,400,204 310,122 72,362,941
Net capital assets
being depreciated 65,945,657 809,069 6,301 66,748,425
Net capital assets $ 78,254,300 $ 1,483,841 $ 6,301 $ 79,731,840

GASB No. 34 requires the Road Commission to report and depreciate new
infrastructure assets. Infrastructure assets include roads, bridges, underground pipe
(other than related to utilities), traffic signals, etc. These infrastructure assets are
likely to be the largest asset class of the Road Commission. The retroactive
reporting of infrastructure, required by GASB No. 34, has been implemented as of
October |, 2005.

The Road Commission had commitments for construction contracts totaling
approximately $155,000 at September 30, 2006.
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Notes to Financial Statements
September 30, 2006

Note 5 - Deferred Revenues

Deferred revenues for the year ended September 30, 2006 were as follows:

Special assessment receivable $ 250,026
Due from federal government 883,681
Total $ 1,133,707

Deferred revenue was reclassified to net assets on the government-wide financial
statements since these amounts represent revenue earned in prior years.

Note 6 - Other Long-term Liabilities

Insurance Programs

The Road Commission is exposed to various risks related to property loss, torts,
errors and omissions, and employee injuries (workers’ compensation), as well as
medical benefits provided to employees. The Road Commission has purchased
commercial insurance for torts, errors and omissions, and for medical benefit claims.
The Road Commission participates in the Michigan County Road Commission Self-
insurance Pool for tort, errors and omissions, and property liability. The Road
Commission participates in the County Road Association Self-insurance Fund for
workers’ compensation insurance. Settled claims relating to commercial insurance
have not exceeded the amount of insurance coverage in any of the past three fiscal
years.

The Michigan County Road Commission Self-insurance Pool and County Road
Association Self-insurance Fund programs operate as a common risk-sharing
management program for road commission units in Michigan; member premiums
are used to purchase commercial excess insurance coverage and to pay member
claims in excess of deductible amounts.

Compensated Absences

The compensated absences liability represents the estimated liability to be paid
employees under the Road Commission’s leave policies. Under the Road
Commission’s policy, employees earn vacation time based on length of service with
the Road Commission.



Berrien County Road Commission

Note 7 - Long-term Debt

Outstanding Debt

Notes to Financial Statements
September 30, 2006

The following is a summary of the debt outstanding of the Road Commission as of September 30, 2006:

Amount Due

Interest Maturing  Beginning Principal Within One
Rate  Through Balance Additions Reductions  Outstanding Year
General obligations:
1998 Michigan Department of Transportation Bond 4.00% 2008 $ 375,000 $ - $ (1250000 $ 250,000 $ 125,000
2000 Michigan Department of Transportation Bond 4.5% to
4.75% 2010 2,240,000 - (350,000) 1,890,000 350,000
Berrien Township - Note payable 0% 2014 419,800 - (50,000) 369,800 50,000
Watervliet Township - Note payable 0% 2005 19,650 - (19,650) - -
Watervliet Township - Note payable 0% 2009 200,000 - - 200,000 50,000
Bainbridge Township - Note payable 0% 2005 10,483 - (10,483) - -
Oronoko Township - Note payable 0% 2007 72,200 - (25,000) 47,200 47,200
Buchanan Township - Note payable 0% 2007 77,800 - (25,000) 52,800 52,800
Public Finance.com - Machinery and equipment
capital lease 3.49% 2006 60,642 - (60,642) - -
Total $ 3,475,575 $ - $ (665,775) $ 2,809,800 $ 675,000
Other long-term obligations:
Obligation for retiree health care benefits N/A N/A $ - $ 66,014 $ - $ 66,014 $ -
Employee compensated absences N/A N/A 90,217 - - 90,217 -
Total $ 90,217 $ 66,014 $ - $ 156,231 $ -
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Note 7 - Long-term Debt (Continued)

Changes in Long-term Debt

The following is a summary of long-term debt transactions of the Road Commission
for the year ended September 30, 2006:

Balance - Beginning of year $ 3,475,575
Debt retired (665,775)
Balance - End of year $ 2,809,800

Debt Service Requirements

The annual principal and interest requirements to service all debt outstanding as of
September 30, 2006 (excluding liabilities for compensated absences and obligation
for retiree health care benefits) are as follows:

Fiscal Years Ending

September 30 Principal Interest Total
2007 $ 675,000 $ 90,037 $ 765,037
2008 575,000 69,025 644,025
2009 450,000 47,838 497,838
2010 500,000 40,750 540,750
2011 490,000 - 490,000

2012-2014 119,800 - 119,800
Total $ 2809800 $ 247,650 $ 3,057,450

Interest

Interest expense of the Road Commission for the year ended September 30, 2006
was $98,925.

Note 8 - Budget Information

The annual budget is prepared by the Road Commission’s management and adopted
by the board of road commissioners; subsequent amendments are approved by the
board of road commissioners. Unexpended appropriations lapse at year end;
encumbrances are not included as expenditures. During the current year, the
budget was amended in a legally permissible manner.
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Notes to Financial Statements
September 30, 2006

Note 8 - Budget Information (Continued)

The budget has been prepared in accordance with accounting principles generally
accepted in the United States of America.

The budget has been adopted on an activity basis; expenditures at this level in excess
of amounts budgeted are a violation of Michigan law. A comparison of actual results
of operations to the Road Fund budget as adopted by the board of road
commissioners is included in the body of the required supplemental information.

Note 9 - Postemployment Benefits
Plan Description

The Road Commission provides retiree health care benefits to eligible employees.
This is a single employer defined benefit plan administered by the Road Commission.
The benefits are provided under the collective bargaining agreement for union
employees and by the Road Commission resolution for nonunion employees.

Funding Policy

The agreements require a contribution of $350 per month for married employees
and $200 per month for single employees. The Road Commission has no obligation
to make contributions in advance of when the insurance premiums are due for
payment (in other words, this may be financed on a “pay-as-you-go” basis).
Therefore, the Road Commission has elected not to fund the plan in advance.

The Road Commission’s annual other postemployment benefit (OPEB) cost is
calculated based on the annual required contribution (ARC) of the employer. The
Road Commission has elected to calculate the ARC and related information using
the alternative measurement method permitted by GASB Statement No. 45 for
employers in plans with fewer than 100 plan members. ARC represents a level of
funding that, if paid on an ongoing basis, is projected to cover normal cost each year
and to amortize the actuarial liabilities (or funding excess) over a period not to
exceed 30 years. The Road Commission’s annual OPEB cost for the year was
$66,014. No contributions were made to the plan during the year ended
September 30, 2006. As of September 30, 2006, there were 13 retirees
participating in the plan and premiums paid by the Road Commission totaled
approximately $25,500.
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Notes to Financial Statements
September 30, 2006

Note 10 - Defined Benefit Pension Plan

Plan Description

The Road Commission participates in the Berrien County Employees Amended
Retirement Plan, a county public employee retirement system, which is a cost-
sharing multiple-employer PERS that covers all full-time employees of the Road
Commission. The system provides retirement, disability, and death benefits to
plan members and their beneficiaries. The Berrien County Employees Amended
Retirement Plan issues a publicly available financial report that includes financial
statements and required supplemental information for the plan. That report may
be obtained by writing to the system at the Berrien County Courthouse, 811 Port
Street, St. Joseph, Michigan 49085.

Funding Policy

The obligation to contribute to and maintain the plan for these employees was
established by commission resolution and requires a contribution from the
employees of 6 percent of compensation. The Road Commission is required to
contribute at an actuarially determined rate, currently 8.62 percent of payroll. The
Road Commission’s contributions to the plan for the years ended September 30,
2006, 2005, and 2004 were $197,627, $120,190, and $1 11,403, respectively. The
contributions are equal to or greater than the required contributions for each year.

Note 11 - Prior Period Adjustment

The following is a reconciliation of October |, 2005 net assets as previously
reported to the restated net assets balance for the same period to account for
prior period adjustments. The retroactive reporting of infrastructure, required by
GASB No. 34, has been implemented as of October |, 2005.

Net assets as previously reported $ 27,603,485
Prior period restatement - Retroactive infrastructure 55,077,974
Restated net assets $ 82,681,459
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Berrien County Road Commission

Required Supplemental Information
Budgetary Comparison Schedule - Road Fund
Year Ended September 30, 2006

Variance
Orriginal Amended Favorable
Budget Budget Actual (Unfavorable)
Revenue
State aid - Act 51 $ 10,682,000 $ 10,688,561 $ 10,791,321 $ 102,760
Federal/State sources 4,860,000 2,482,206 2,121,467 (360,739)
Revenue from local governments 547,000 924,561 1,355,940 431,379
Special assessments 140,000 145,000 128,401 (16,599)
Interest, fees, and other revenue 166,000 391,871 454,393 62,522
Pipestone bond fund 150,000 - - -
Total revenue 16,545,000 14,632,199 14,851,522 219,323
Expenditures
Current:
Primary construction 5,000 - - -
Primary heavy maintenance 6,095,000 4,136,750 4,012,050 124,700
Primary heavy maintenance - Safety 453,000 4,009 9,510 (5,501)
Primary heavy maintenance - Bridges 575,000 156,023 2,898 153,125
Local heavy maintenance 432,000 998,721 1,086,357 (87,636)
Local heavy maintenance - Safety 115,000 1,994 2,757 (763)
Local heavy maintenance - Bridges 11,000 126,187 271,540 (145,353)
Primary maintenance 3,981,000 3,527,358 3,478,371 48,987
Local maintenance 3,649,200 3,942,273 3,802,711 139,562
Administrative 1,099,000 1,242,716 1,196,587 46,129
State maintenance 55,000 46,005 42,182 3,823
State nonmaintenance - 192,418 135,014 57,404
County drain assessments 20,000 21,406 21,406 -
Equipment and capital outlay - Net of depreciation
credits 517,450 486,125 519,388 (33,263)
Debt service:
Principal retirement 665,775 665,775 665,775 -
Interest/Fees 112,992 112,992 98,925 14,067
Total expenditures 17,786,417 15,660,752 15,345,471 315,281
Excess of Expenditures Over Revenue (1,241,417)  (1,028,553) (493,949) 534,604
Other Financing Sources
Proceeds from sale of assets 99,000 36,630 51,663 15,033
Long-term debt proceeds 200,000 - - -
Total other financing sources 299,000 36,630 51,663 15,033
Excess of Expenditures Over Revenue and Other
Financing Sources (942,417) (991,923) (442,286) 549,637
Fund Balance - Beginning of year 6,500,783 6,500,783 6,500,783 -
Fund Balance - End of year $ 5,558,366 $ 5,508,860 $ 6,058,497 $ 549,637
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Berrien County Road Commission

Other Supplemental Information
Analysis of Changes in Road Fund Balances
Year Ended September 30, 2006

Primary Road  Local Road  County Road Total
Total Revenue $ 9698294 $ 4928321 $ 224907 $ 14,851,522
Total Expenditures 9,370,989 5,963,189 11,293 15,345,471
Excess of Revenue Over (Under)

Expenditures 327,305 (1,034,868) 213,614 (493,949)
Other Financing Sources - - 51,663 51,663
Excess of Revenue and Other

Financing Sources Over (Under)

Expenditures 327,305 (1,034,868) 265,277 (442,286)
Interfund Transfer (1,034,868) 1,034,868 - -
Fund Balance - Beginning of year 4,530,074 - 1,970,709 6,500,783
Fund Balance - End of year $ 3,822,511 $ -  $2235986 $ 6,058,497
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Berrien County Road Commission

State aid - Act 51:
Michigan Transportation Fund:
Engineering
Allocation
Urban roads
Snow removal

Federal/State sources:
Critical bridge
Economic development
Surface transportation program
Bridge
Railroad safety

Contributions:
Township
County
City and village

Special assessment - Principal and interest

Other revenue:
Interest earned
Trunkline maintenance
Trunkline nonmaintenance
Salvage sales
Indrive culvert
Other

Total revenue

Other Supplemental Information
Analysis of Road Fund Revenue
Year Ended September 30, 2006

Primary Road Local Road  County Road Total
$ 6,667 $ 3,333 % - 3 10,000
6,019,726 2,954,796 - 8,974,522
1,214,578 552,581 - 1,767,159
26,162 13,478 - 39,640
- 24,134 - 24,134
107,008 - - 107,008
1,858,685 - - 1,858,685
- 126,291 - 126,291
5,349 - - 5,349
110,484 1,113,316 - 1,223,800
- 103,393 - 103,393
- 28,747 - 28,747
128,401 - - 128,401
24,948 - 129,261 154,209
42,182 - - 42,182
145,852 - - 145,852
- - 8,267 8,267
8,252 8,252 - 16,504
- - 87,379 87,379

$ 9,698,294 $ 4,928,321 $ 224,907 $ 14,851,522
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Berrien County Road Commission

Primary road:
Heavy maintenance
Maintenance
Safety

Local road:
Heavy maintenance
Maintenance

Safety

Primary road structures -
Heavy maintenance

Local road structures -
Heavy maintenance

Charges for services -
State maintenance

Administrative expense - Net
Net equipment expense
Net capital outlay
Debt service:
Debt principal payments

Interest expense

Drain assessment

Total expenditures

Other Supplemental Information
Analysis of Road Fund Expenditures
Year Ended September 30, 2006

Primary Road Local Road County Road Total

$ 4012050 $ - $ - $ 4,012,050
3,478,371 - - 3,478,371
9,510 - - 9,510

- 1,086,357 - 1,086,357

- 3,802,711 - 3,802,711

- 2,757 - 2,757

2,898 - - 2,898

- 271,540 - 271,540

177,196 - - 177,196
708,380 488,207 - 1,196,587
269,940 300,914 31,632 602,486
- - (83,098) (83,098)

605,133 - 60,642 665,775
96,808 - 2,117 98,925

10,703 10,703 - 21,406

$ 9,370,989 $ 5,963,189 $ 11,293 $ 15,345,471
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Berrien County Road Commission

Other Supplemental Information
Statement of Road Fund Administrative Expenditures
Year Ended September 30, 2006

Variance
Amended Favorable
Budget Actual (Unfavorable)
Office salaries and wages $ 851,748
Repairs and maintenance 738
Professional services 87,598
Conference and travel 30,182
Office supplies 26,336
Advertising 9,521
Dues and subscriptions 14,673
Telephone 21,228
Insurance 41,670
Depreciation 34,300
Equipment rental 22,120
Utilities 52,465
Miscellaneous 4297
Total administrative expenditures $ 1,242,716 1,196,876 $ 45,840
Less purchase discounts - (289) 289

Net administrative expenditures $ 1,242,716 $ 1,196,587 $ 46,129
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Plante & Moran, PLLC

plante
44_’_,_.———————- 511 Renaissance Drive
St. Joseph, MI 49085
Mmoran ol 266 982 5000
Fax: 269.982.2800
plantemoran.com
To the Board of Road Commissioners
Berrien County Road Commission
Benton Harbor, Michigan 49022

In connection with our audit of the books and records of Berrien County Road Commission (the
“Road Commission”) for the year ended September 30, 2006, we offer the following comments
and suggestions.

We would again like to compliment the Road Commission on the additional improvements in
the accounting records. A lot has been accomplished again in the last year. We will be
discussing with management additional ways we can work together to increase audit efficiency
and timeliness in the future.

Audit of Federal Expenditures

OMB Circular A-133 requires that a compliance audit be performed if expenditures incurred
with federal funds exceed $500,000 in a given year. For the past several years, the Road
Commission’s largest grants have consisted of the types of federal funds that are fully
administered by the Michigan Department of Transportation (MDOT). There have not been
federal funds expended directly by the Road Commission in excess of the $500,000 threshold.
Therefore, the Road Commission has not been required to have a separate federal grant
compliance audit for several years. In the future, when costs are incurred from grants that are
not fully administered by MDOT, the Road Commission will need to have this separate audit if
federal expenditures exceed $500,000 in a given fiscal year.

Electronic Transfers

There was a new bill passed and signed on December 31, 2002 (PA 738) that requires all local
units of government to approve a resolution authorizing payments of “automated clearing house
(ACH) transactions.” Beginning immediately, a local unit’s governing body must adopt a policy
on ACH arrangement that includes all of the following:

e Designation of an individual as the party responsible for payment approval, accounting,
reporting, and compliance with the ACH policy

e A statement that this individual is required to submit documentation as follows: describe

goods or services purchased, the cost, date of payment, and the department benefiting from
the purchase

A member of

A association of accounting firms




To the Board of Road Commissioners
Berrien County Road Commission

e A system of internal controls to monitor the use of ACH transactions

e The approval of ACH invoices before payment

We have provided management with a sample resolution for electronic transactions during audit
fieldwork. It is our understanding that while ACH transactions are not currently used by the
Road Commission, they may be used in the future. Therefore, the Road Commission may wish
to adopt this policy in anticipation of its future use.

We sincerely thank you and appreciate the courtesy and cooperation extended to us by you and
members of the Road Commission during the audit. We appreciate the opportunity to present
these recommendations for your consideration and will be pleased to discuss them further at

your convenience.

This report is intended solely for the information and use of the Road Commission’s board and

management.
7424&/ f M, PLLL

December 15, 2006



	Auditing Procedures Report
	Financial Statement
	Management Letter

	Reset: 
	Check Box2: 
	0: d

	Text5: September 30, 2006
	Text7: January 15, 2007
	Text6: December 15, 2006
	Check Box1: Yes
	Check Box3: no
	Check Box4: Yes
	Check Box5: Yes
	Check Box6: Yes
	Check Box7: Yes
	Check Box8: Yes
	Check Box9: Yes
	Check Box10: Yes
	Check Box11: Yes
	Check Box12: Yes
	Check Box13: Yes
	Check Box14: Yes
	Check Box15: Yes
	Check Box16: Yes
	Text2: 
	Text3: Berrien County Road Commission
	Text4: Berrien
	Text8: 
	Text10: 511 Renaissance Drive, Suite 120
	Text11: Sharon Vargo
	Text9: Plante & Moran, PLLC
	Text12: 269.982.8000
	Text14: MI
	Text15: 49085
	Text13: St. Joseph
	Text16: 1101010413
	Text31: 
	Text41: 
	Check Box_other: Off
	Check Box - Financial Statements: Yes
	Check Box - Letter: Yes


